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MEMORANDUM FOR: Mr. Eugene L. Palil 

SUBJECT : Report of Review of Selected Activities of the 

Central Intelligence Agency — January, 1961 


1. After completing a review of your proposed "Report of Re- 
view of Selected Activities of the Central Intelligence Agency, " I 
still feel, as stated in paragraph 2 of Mr. Lloyd's 8 February 1961 
memorandum, that the draft report fails to acknowledge the effort 
made and the actions taken to place your unit in a position to do a 
comprehensive audit of the overt activities of the Agency. Further 

'^’more, the second paragraph of the findings and conclusions section 
of your report leads me to believe that your understanding of the 
October, 1959> agreement to expand the GAO audit of CIA was not in 
accordance with our intent in reaching that agreement, nor with our 
understanding of the terms of the agreement. A review of the cor- 
respondence and minutes of the various meetings between representa 
tives of GAO and CIA reflect the fact that it was never intended 
that a comprehensive audit be performed in the Plans component and 
in those activities of the Support component which are in direct 
support of the Plans component. The intent, as expressed in the 
Director's 16 October 1959 letter to the Comptroller General and as 
reiterated by me in my various meetings with Mr. Samuelson, was that 
GAO would attempt to expand its audit of the overt activities con- 
ducted by CIA, i.e., the Intelligence component and those activities 
of the Support component which are not in direct support of the 
j . Plans component . 

2. My comments on the material presented in your draft report 
are as follows: 


ILLEGIB 


"Because 
the review 


In the second paragraph on page 1, you state: 
of the s e limitations ,< ? sub stant iai" segments ‘ of 
were limited to discussions with CIA officials responsibly 
for the direction of the activities selected for review, 
and there was complete denial of access for discussion in 
the area of covert intelligence operations of the Plans 
Component . " 



Inasmuch as the basic agreement specified that there would 
be no access into the covert intelligence activities of the 
Agency, I feel the last phrase of this sentence should be 
changed to read: and in accordance with prior agree- 

ment, there was complete denial of access for discussion 
in the area of covert intelligence operations of the Plans 
Component . " 
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b. At the bottom of page '( , you state: "The vouchered funds' 
are those fun ds th at can be expended in accordance with the 
provisions of .{law and regulation 

the expenditure of Government funds, and, in the Director's 
opinion, the vouchers and related documents can generally 
be made available for audit by the General Accounting Of- 
fice." 


p~ c/ l L/ 


i 
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This sentence should read: "The vouchered fluids are those 
funds that can be expended in accordance with the authori- 
ties contained in the CIA Act of l^k-9 or the provisions of 
law and regulations normally applicable to the expenditure 
of Government funds, and in the Director's opinion, the 
vouchers and related documents can generally be made avail- 
able for audit by the General Accounting Office." 


d. 


In the last paragraph on page 8, you state: "Under this 
authority, CIA also reviews all written material, including 
this report, that Is prepared in the course of our audit 
work for dissemination to other than CIA |&a^-^ gTi ergI‘tSG v - 

This sentence should read: "Under this authority, CIA re- 
views all written material, including this report, that is 
prepared in the course of our audit work for dissemination 
to other than CIA officials." 

In the middle of page 9, you state: "The site audit of 
certain CIA expenditures was essentially limited to a re- 
view of fiscal officers' accounts, including an examina- 
tion of certain related vouchers and other documents evi- i 
dencing the expenditure of appropriated funds to dete rmine! ^ 
whether the expenditures were made in accordance withflawsT J 
and regulations generally applicable to Government expend! i 
tures . " 1 / 



This sentence should read: "The site audit of certain CIA 
expenditures was essentially limited to a review of fiscal 
officers' accounts, including an examination of certain 
related vouchers and other documents evidencing the ex- 
penditure of appropriated funds to determine whether the 
expenditures were made in accordance with the' authorities 
contained in the CIA Act of 1949 or with laws and regula- 
tions generally applicable to Government expenditures . " 

e. At the top of page 12, you state: "CIA expenditures are 
made where possible under the general authorities of the 
act without invoking the special authority, and, as a 
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result, certain non -sensitive activities in support of 
confidential operations are funded under the general au- 
thorities of the act/ 1 

This sentence should read: "CIA expenditures are made 
where possible under the general authorities of the act 
without Invoking the special authority, and, as a result, 
certain non-sensitive activities in support of confidentis 
operations are funded under the general authorities of the 
act or general authorities available to Government agenc le 
by various Statutes/ 1 


In the first paragraph on page 13, you state: ’*We have 
had no access whatsoever to the acti vities of t he Plans 
Component of CIA .."/ ^ 


For the reasons previously stated/, this sentence^ should 
read: "In accordance with priba/ agreement , we have had 

no access whatsoever to the actylv^ies of the Plans Com- 
ponent of CIA/' / \ 

In the last paragraph on page 15 > you state: "The Chief, 
Budget Division, advised us that budget estimates are pre- 
pared by the Agency for submission to and review by the - 
Congress and the Bureau of the Budget and that these es- L 
timates disclose (i n 9 the] data normally 
submitted by Government agencies to the Congress and to 

the Bureau of the Budget, (but- do nob disclose" ’'''tEe^erails^ 

of. CIA„.re.gw1 re Tneafafc^. ^ 

I do not understand the basis for the last phrase of this 
sentence, since the Agency submits its budget estimates in 
the same detail as any other Government agency. For your 
information, however, cleared personnel from the Bureau ofj 
the Budget hold hearings throughout the Agency and do re 
view the detailed requirements of each office. 

In the middle of page l6, you state: "The documents to 
which we were given access were_on an all funds, basis and 
do not diqclo^e the details of (^IanB J .£ompQne.ah- 

or vouchered fund activities/ 1 


ILLEGIB 



Again, I must refer to the original agreement that GAO 
would not receive information regarding the covert activi- 
ties of the Agency, I.e., the Plans component. 


In the middle of page 17 , you state: "CIA funds alloted 
to the type of activities also carried out in other Govern- 
ment operations are designated as vouchered funds and the 
responsibility for the financial management of these funds 
is assigned to the Fiscal Division/ 1 
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This sentence should read: "CIA funds allotted to 
nonsens it ive^ygo^act. i. vrLties are designated as vouchered 
funds, and the responsibility for the financial management 
of these funds is assigned to the Fiscal Division." 


w? 


Aft 


In the last paragraph on page 21, you state: "Officials 
of the Support Component advised us that the General Ac- 
counting Office would be permitted audit access to the 
records, files, and documents maintained in the Payroll 4 
Branch of the Fiscal Division, but would be permitted only 
limited access to the personnel files of / any o£ -- thcJ per- 
sonnel included on the vouchered funds payroll." 





You were advised by telephone on 30 September i960 that J 


you would be permitted complete access to the personnel 
folders of all employees performing purely overt duties, 




In the middle of page 24, you state: "Vouchered funds are 
those funds that can be expended in accordance with pro- 
visions of law and regulation normally applicable to the 
expenditure of Government funds and, in the opinion of the 
Director of Central Intelligence, the vouchers and related 
documents generally can be made available for audit by the 
General Accounting Office . " 


This sentence should read: "Vouchered funds are those 
funds; that can be expended in accordance with provisions 
of the CIA Act of 1949 or of law and regulation normally 
applicable to the expenditure of Government funds and, in 
the opinion of the Director of Central Intelligence, the 
vouchers and related documents generally can be made avail 
able for audit by the General Accounting Office." 


mA ' 


1. In the first paragraph on page 28, you state: "During the 
review, the Special Assistant to the Deputy Director 
lyf _ (Support) advised us that documents supporting vouchered 


Airy 

V'd 


A 1 1 funds transactions which are charged to confidential funds 

VsiS allotments could no longer be made available for any General 






/u 
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Accounting Office audit, whether on a comprehensive or 
voucher basis. Prior to the initiation of this review, 
the records, vouchers, and other documents supporting all 
vouchered funds expenditures were made available to voucher - 
type site audit by the General Accounting Office. We did 


/ \ y type site audit by the General Accounting Office. We did vj> ■ 
Jr n °t obtain a full explanation of why the General Accounting v' 
•vj l£ Office would no longer be permitted voucher audit access r\ V j 
^ \Jr4> t° these documents." 


Wf 

% 







The Special Assistant to the Deputy Director (Support) ad- 
vised you that these transactions were of the type which 
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the Director referred to in his l6 October 1959 letter to 
the Comptroller General wherein he stated: ’’This policy 
has been exercised to such a degree that certain activities, 
not in themselves sensitive but conducted solely in support 
of highly confidential operations, are funded under general 
authorities without invoking my special authority to make 
final accounting therefor. A comprehensive audit of the 
sort now conducted by the GAO in other agencies, if applied 
to our so-called vouchered expenditures, would necessarily 
reach into the confidential operations which they support 
and which are protected by my special authority under Sec- 
tion 8 of the Act. In these instances, therefore, the 
comprehensive audit would have to be limited so as to re- 
main outside the area of sensitive security operations." 
Since the purpose of your review was to determine whether 
a comprehensive audit of Agency activity was feasible, the 
answer provided above is considered appropriate. However, 
in this particular portion of your report, you are dis- 
cussing the feasibility of a voucher -type audit. If this 
is intended and you have in mind limiting your audit of 
these transactions to a voucher -type audit, we would have 
no objection to making them available for yourreview. 


m. 






In the last paragraph of page 28 , you state: "The General 
Accounting Office, in our opinion, can make limited reviews 
and evaluations of the centralized activities of the Print- 
ing Services Division." 

The only limitation placed on your review in the Printing 
Services Division is in the material being printed. Since 
the documents and material being printed by PSD are under 
the control of other offices in the Agency, we specified 
that if you wanted to read the printed material, you would 
have to obtain the approval of the controlling office. Ex- y 
cept for this limitation, you have complete access to the ^ 
Printing Services Division. 

In the middle of page 29, you state: "Headquarters vouchered 
funds procurement actions were limited to certain research 
and development contracts and to contracts for the procure- 
ment of administrative, housekeeping, and janitorial sup- 
plies and equipment in fiscal year i960. All other i960 
procurement actions were confidential funds transactions or 
vouchered funds transactions chargeable to canf idential 
allotments . " 




This is a factual statement as far as it goes, but it fails 
to recognize or acknowledge that adjustments in procedures 
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were made effective 1 July I960 for the . express purpose of 
making a larger ^portion of procurement activi ty a vailable 
Tor your 'review . At the top of "page 2§, you state: "How- 
ever, certain changes in the policies, practices, and pro- 
cedures affecting the activities of these divisions are 
presently "being implemented and are expected to increase 
the General Accounting Office access to these activities . 
The extent of this increased access, however, cannot "be de- 
termined at this time." Although this statement alludes to 
the procedural changes to which I refer, it is stated in 
such general terms as to render it almost meaningless. 

Since this change in procedure was effective on 1 July i960 
and your report is dated in January, 1961, it would appear 
to me that this subject should be covered in more specific 
terms. I assume that when you state: “All other i960 pro- 
curement actions were confidential funds transactions, ..." 
you had in mind fiscal year i960 rather than simply i960. 

In the last sentence on page 30, you state: "All other 
headquarters supply actions in i960 were confidential funds 
transactions . " 

Here again, you fail to recognize or acknowledge the 1 July 
i960 procedural adjustments which will permit the expansion 
of your review of the procurement and supply activities. 

I also assume that you mean "fiscal year 1960" rather than 
"i960" in this statement. 


In the middle of page 32, you state: "In the Support Com- 
ponent, an Audit Staff is responsible for conducting inter- 
nal audits of CIA financial activities, and a Management 
Staff is responsible for conducting management reviews." . ""T' , 

drfjs*' 

This sentence should read: "In the Support Component an 
Audit Staff is responsible for conducting internal audits 
of CIA financial and property activities, and a Management ,-^ A 
Staff is responsible for conducting management reviews." 



xy 
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the Office of Basic Intelligence are included in separate memoranda " 
in order to conform with the pattern set forth in the first para- 
graph of page 37* 

4. Since my comments and replies regarding your various re- 
ports of review will undoubtedly necessitate changes in your draft 
letter to the Honorable Paul J. Kilday, I will await a resubmission ' 
of that letter before commenting on its contents. 

5- You have also requested to be advised of the proper security 
classification to be applied to the report and any limitations to be 
placed on the distribution of the report to the interested parties. 
The report should be classified COMFIDEHTIALj and I have no objec- 
tion to the distribution plan outlined in the third paragraph of your 
22 March 1961 letter to me. 

6. I will be happy to discuss my comments and positions fur- 
ther with you and Mr. Samuelson If you so desire. 


FOIAB3B 


L. K. White 
Deputy Director 
7 (Support) 
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